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Old Dominion University Research Foundation
For Fiscal Year Ended June 30, 1998

Executive Summary

Introduction. The Old Dominion University Research Foundation (Foundation) of Norfolk,
Virginia, a nonprofit corporation, is the designated fisca and adminigrative agent for Old
Dominion Univergity. The Foundation's purpose is to promote the educationa objectives of
Old Dominion University by encouraging, advancing, and conducting research in scientific and
other fidds.

The Department of Health and Human Services (HHS) is the cognizant audit agency for the
Foundation. HHS granted the National Aeronautics and Space Adminigtration (NASA), a
Federd funding agency to the Foundation, permission to perform a qudity control review of the
Goodman & Company, L.L.P. audit of the Foundation’s fiscal year ended June 30, 1998.*
Office of Management and Budget (OMB) Circular A-133? requires the audit. The Foundation
reported total direct fiscal year Federal expenditures for NASA of $4,447,883 and totd direct
expenditures of $11,981,595 in fiscd year 1998.

Appendix A provides details on the single audit requirements.

Objectives. The objective of our report review is to determine whether the report the
Foundation submitted to the Federa Audit Clearinghouse® meets the applicable reporting
standards and OMB Circular A-133 reporting requirements.

The objectives of our quality control review are to determine whether Goodman & Company,
L.L.P. conducted the audit in accordance with gpplicable standards and whether the audit
mests the auditing and reporting requirements of OMB Circular A-133. See Appendixes B and
C for details on the objectives, scope, and methodology.

The Norfolk, Virginia, office of Goodman & Company, L.L.P., performed the single audit for the
Foundation’s fiscal years ended June 30, 1998, and June 30, 1999.

2»Audits of States, Local Governments, and Non-Profit Organizations." Appendix A contains details on the
requirements of the Circular.

*The Single Audit Act Amendments of 1996, §7504(c), requires the Office of Management and Budget to
establish the Federal Audit Clearinghouse to receive the Circular A-133 audit reports.



Results of Review. On September 8, 1998, Goodman & Company, L.L.P. issued its audit
report on the Foundation. The report and the working papers contained deficiencies.

Reported A-133 Results. Goodman & Company, L.L.P. auditors (1) identified no
findings; (2) questioned no costs; and (3) issued an unquaified opinior on the financia
statements, Schedule of Expenditures of Federal Awards,> and major program compliance.’
The auditors dso found no instances of noncompliance in the financia statement audit that
are required to be reported under generally accepted government auditing standards.”
Findly, the auditors noted no matters involving internd controls relating to the financid
statement or magjor programs that are considered to be material weaknesses®

Audit Quality Review Results. The Goodman & Company, L.L.P. audit work does not
meet the gpplicable auditing guidance and requirements contained in (1) OMB Circular
A-133 and its related Compliance Supplement, (2) generally accepted government auditing
standards, and (3) generdly accepted auditing standards. As aresult, Federd agencies and
others cannot rely on the Foundation’s audit report to administer Federd awards. The
deficiencies are detailed in Finding A. These deficiencies may dso affect the FY 1999 audit
(Finding C).

Report Quality Review Results. The Foundation’s audit report does not meet the
gpplicable auditing and reporting guidance and regulatory requirements contained in OMB
Circular A-133. The Foundation did not include notes to the Schedule of Expenditures of
Federa Awards as required by OMB Circular A-133. Disclosing thisinformation asssts
the report user in determining the appropriate procedures for reconciling the report
expenditures to the Federa records. The deficiencies are detailed in Finding B.

Quality Control Review Referral. Based on the results of our audit report review and
qudity control review, we determined that the Goodman & Company, L.L.P. audit work meets

“*An unqualified opinion means that the financial statements are presented fairly in all material respects,
expenditures of Federal funds are presented fairly in relation to the financial statementstaken asawhole,
and the auditee has complied with all applicable laws, regulations, and contract provisionsthat could have a
direct and material effect on each major program.

*The Schedule of Expenditures of Federal Awardsis a schedule showing the amount of annual Federal
award expenditures by Federal agency for each program, grant, or contract.

®Major program compliance refers to an assessment of the auditee’ s compliance with laws, regulations, and
provisions of contracts or grant agreements that could have a direct and material effect on each major
program.

"These standards are broad statements of the auditors’ responsibilities, promulgated by the Comptroller
General of the United States.

#The American Institute of Certified Public Accountants (AICPA) Statement of Position 98-3, Appendix D,
definesamaterial weaknessas“ ... the condition in which the design or operation of one or more of the
internal control components [control environment, risk assessment, control activities, information and
communication, and monitoring] does not reduce to arelatively low level the risk that misstatementsin
amounts that would be material in relation to the financial statements being audited may occur and not be
detected within atimely period by employeesin the normal course of performing their assigned functions.”



the President’s Council on Integrity and Efficiency’ s definition of areferable action under the
Council’ s Position Statement 4, “1G [Ingpector General] Quality Control Referra Procedures.”
Therefore, we will refer the saff assgned to this audit to the Virginia Board for Accountancy
and the American Indtitute of Certified Public Accountants (AICPA). Appendix D containsa
definition of areferable action and the rationde for our referrd of Goodman & Company,
L.L.P.

Recommendations. We recommend that Goodman & Company, L.L.P.:

Reperform the fisca year 1998 audit in accordance with OMB Circular A-133 and
its related Compliance Supplement at no additional cost to the Federa Government.
Provide training in OMB Circular A-133 requirements for the assigned steff.

We aso recommend that the Board of Trustees, Old Dominion University Research
Foundation, prepare the related notes to the Schedule of Expenditures of Federal Awards as
required by OMB Circular A-133 and determine whether the fiscal year 1999 audit must be

reperformed.

M anagement’s Response. Goodman & Company, L.L.P. concurred with the
recommendations and planned corrective actions to resolve al deficiencies. Goodman &
Company, L.L.P. will reperform the fiscd years 1998 and 1999 audits after its Staff istrained in
the government auditing standards and the OMB Circular A-133 requirements. The complete
text of the reponseisin Appendix F.

The Board of Trustees concurred with the recommendations. The Board will provide notesto
the Schedule of Expenditures of Federd Awards after Goodman & Company, L.L.P.
reperforms the fisca year 1998 audit. The Board will aso review the fiscal year 1999 audit to
determine whether the same deficiencies exist. The complete text of the responseisin
Appendix G.

Evaluation of Management’s Response. We consder management’ s comments and
planned corrective actions responsive to the intent of the recommendations. The
recommendations are resolved but will remain open until the agreed-to corrective actions are
completed.



I ntroduction

The Single Audit Act Amendments of 1996 (Public Law 104-156) and the June 24, 1997,
revison to OMB Circular A-133, require that the Foundation obtain an audit of its fisca year
1998 Federd expenditures. The audit must be performed by independent auditors and must be
in accordance with the Single Audit Act Amendments of 1996, OMB Circular A-133 and its
related Compliance Supplement, and the generally accepted government auditing standards that
are goplicable to financid audits.

A complete reporting submission in accordance with OMB Circular A-133 includesthe
following: (1) financid statements and related opinion, (2) Schedule of Expenditures of Federa
Awards and related opinion, (3) report on internal controls and compliance review on the
financid statements, (4) report on interna controls review and compliance opinion on mgor
programs, and a (5) Schedule of Findings and Questioned Costs.”

Appendix A contains additiond details on the Single Audit requirements.

°Appendix C describes the information contained in the Schedule of Findings and Questioned Costs.



Findings and Recommendations

Finding A. Planning, Evidence, and Training

The Goodman & Company, L.L.P. audit of Old Dominion University Research Foundation
does not meet the requirements of OMB Circular A-133 because the auditors did not
adequately plan the audit, provide sufficient evidence to support the audit, and obtain adequate
training related to the requirements to perform the audit. Asaresult, the audit is unreliable and
must be reperformed.

Audit Planning

Goodman & Company, L.L.P. did not properly plan the audit to meet the OMB Circular A-
133 internd control review and compliance auditing requirements.

Audit Requirements. The June 24, 1997, revison of OMB Circular A-133 describes the
audit scopein 8§ .500. In generd, the auditors are required to plan the audit to meet the
following required interna control and compliance objectives:

Plan the testing of internd control for each mgor program to support alow
assessed leve of control risk for the assertions relevant to the compliance
requirements.

Perform the planned interna control testing.

Determine whether the audited organization has complied with laws, regulations,
and the provisions of contracts or grant agreements that may have adirect and
materid effect on each of the mgjor programs audited.

To accomplish these objectives, paragraph 4.6 in the planning section of the generdly accepted
government auditing standards states:

“The work is to be properly planned, and auditors should consider materiality,’® among
other matters, in determining the nature, timing, and extent of auditing procedures and in
evaluating the results of those procedures.”

Internal Control. Goodman & Company, L.L.P. did not adequately plan the review of
interna control for the research and development (R& D) program to meet the requirements of
the revised OMB Circular A-133. AICPA Statement of Position (SOP) 98-3, “Audits of
States, Locd Governments, and Not-for-Profit Organizations Receiving Federal Awards,”
sections 8.7, 8.10, and 8.16, describe the auditors' responsbilities for planning the review of
internal controls for mgor programs. The auditors must obtain a sufficient understanding of

A misstatement that can be considered significant if knowledge of the misstatement would affect a
decision of areasonable user of the information.



interna control over Federd programs by performing procedures to understand the design of
the five dements of internal control* related to the A-133 compliance requirements for each
mgor program. The auditors must dso determine whether the interna controls are operating.
The auditors plan the interna control testing to support alow assessed leve of control risk for
the assertions™ rdlevant to the compliance requirements for each major program. SOP 98-3
section 8.16 explains that:

‘... Federal agencies want to know if conditions indicate that auditees have not
implemented adequate internal control over compliance for federal programs to ensure
compliance with applicable laws and regulations.”

Goodman & Company, L.L.P. did not plan the audit to obtain an understanding of the

5 dements of interna control for the 14 compliance requirements that are materid to the R&D
program. (Appendix A contains details on the 14 compliance requirements.) They also did not
plan the test of interna controls as required by OMB Circular A-133. The auditors used a
gandard interna control questionnaire, which did not cover the dements of control for the
compliance requirements, to obtain and document information regarding the Foundation’s
overdl financia and business practices.

Compliance. Goodman & Company, L.L.P. did not adequately plan the audit of the 14
compliance requirements that are materid to the R& D program to meet the requirements of
OMB Circular A-133. In accordance with OMB Circular A-1338  .505(c), the auditors
are required to express an opinion on whether the audited organization complied with laws,
regulations, and the provisons of contracts or grant agreements that may have adirect and
material effect on each major program. AICPA SOP 98-3, sections 6.31, 6.33, and 6.35,
date that during the planning process, the auditors should develop an overal audit strategy to
determine the nature, timing, and extent of work necessary to accomplish the audit objectives.
The auditors should plan the audit to use the understanding of the internd controls they obtained
to (1) identify types of potential noncompliance, (2) consder factors affecting the risk of
materia noncompliance, and (3) design compliance tedts.

"The five elements of internal control are control environment, risk assessment, control activities,
information and communication, and monitoring.
2Assertions are explicit or implicit representations by management that are embodied in financial statements
elements (assets, liabilities, revenue, and expenses). The assertions are:
- Existence/Occurrence. The entity’s assets exist, and the transactions that produced them actually
occurred.
Completeness. The financial statements reflect a complete record of all transactions that occurred, and
none are omitted.
Rights/Obligations. The entity hasvalid titleto all assets and real obligationsfor all liabilities.
Valuation/Allocation. The correct methods were used to place values on the assets, and the
transactions have been assigned to the correct periods.
Presentation/Disclosure. All the disclosures necessary for full and complete presentation are included
in the financial statements.



Goodman & Company, L.L.P. planned to audit about 6 percent of the totdl fiscal year 1998
Federd expenditures at the Foundation. As explained in theinterna control section of this
finding, the auditors did not adequately plan the review of interna controls to understand the 5
components of internd controls for each of the 14 compliance requirements. Therefore, the
auditors did not adequately plan the R& D compliance audit. The foundation of the compliance
audit is based on the effectiveness of the internd controls. Because the auditors did not review
or test internd controls, the planned nature and timing of compliance testing isinadequate.

Conclusion. Without proper planning there is no assurance that the OMB Circular A-133
requirements and objectives have been met for interna controls and compliance.

Recommendations, Management’s Response, and Evaluation of
Response

We recommend that Goodman & Company, L.L.P. reviseits planning processfor the
1998 audit of the research and development major program at Old Dominion

Univer sity Resear ch Foundation to comply with the requirements of OMB Circular A-
133, generally accepted gover nment auditing standards, and AICPA SOP 98-3.
Specifically, the audit plan should berevised to requirethe auditorsto:

1. Perform proceduresto obtain an under standing of the 5 internal control
elementsrelated to each of the applicable 14 compliance requir ements.

2. Perform internal control testing.

3. Perform compliance testing that will support an opinion.

Management’s Response. Goodman & Company, L.L.P. concurred with the
recommendations and planned corrective actions to resolve the deficiencies. The complete text
of the responseisin Appendix F.

Evaluation of Management’s Response. The actions planned by Goodman & Company,
L.L.P. are responsive to the recommendations. The recommendations are resolved but will
remain open until the agreed-to corrective actions are completed.

Documented Evidence

Goodman & Company, L.L.P. did not document its working papers to support the conclusions
and judgments to identify mgjor programs, classify the Foundation as low-risk, identify mgjor
program materidity, review and test interna controls, audit R& D compliance requirements, and
review the Schedule of Expenditures of Federd Awards. The auditors aso did not obtain
management representations related to Federal awards. Findly, the auditors performed neither
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internd control testing related to Federd awards nor sufficient compliance testing to support the
opinion on compliance.

Working Paper Documentation and Retention Requirements. In generd, OMB Circular
A-1338  .515(a) requires the auditors to retain the working papers and reports for a
minimum of 3 years after the report date. The AICPA Caodification of Statements on Auditing
Standards §339.05, “Content of Working Papers,” and generaly accepted government auditing
standards, sections 4.34 through 4.37, “Working Papers,” require auditors to retain a record of
the audit in the form of working papers to demondrate that the gpplicable stlandards of field
work have been met. Generaly accepted government auditing standards further Sate that the
form and content of the working papers should alow an experienced auditor to understand the
auditor’ s sgnificant conclusons and judgments. In generd, the working papers should
document the objectives, scope, and methodology, including the sampling criteria the auditors
used. Specificaly, working papers should include enough information about the work
performed and the documents (transactions and records) examined so that an experienced
auditor would be able to examine the same documents.

The Goodman & Company, L.L.P. working paper policy requires the auditors to document the
working papers to support the auditors procedures, conclusions, and judgments regarding the
audit. However, the policy aso permits the auditors to discard supporting working papers or
dore them with the auditee after the partner has completed his or her find review of the working
paper file. In accordance with the policy, the lead (summary) working paper for each section
should include enough information to describe the work and procedures performed to support
the auditors judgments and conclusions.

The auditors prepared the working papers for the Foundation’ s fiscal year 1998 audit in
accordance with the Goodman & Company, L.L.P. working paper documentation policy,
which does not fully comply with generdly accepted government auditing sandards, OMB
Circular A-133 requirements, and AICPA standards.

| dentifying Major Programs. OMB Circular A-133 requires an audit of the Federa awards
that qualify as mgor programs using the risk-based agpproach described in§  .520 of the
Circular. In generd, the risk-based approach requires the auditors to determine mgjor
programs based on dollar thresholds and risk andyses. The Federd expenditures at the
Foundation are dl part of the R&D program. Part 5 of the OMB Circular A-133 Compliance
Supplement,™ requires the auditor to group the R& D expendituresinto aclugter.™ In
accordance with OMB Circular A-1338  .520, dl the awards that comprise the R&D
program cluster are consdered together when determining mgor programs. Goodman &
Company, L.L.P. identified R&D asamgor program in the audit report. The auditors

identified the Federd R& D awards with the largest expenditures. Starting with the largest, the

3 Refer to Appendix A for additional details on the Compliance Supplement.
“ OMB Circular A-133 Compliance Supplement, Part 5, defines acluster as* ...closely related programs that
share common compliance requirements.” Research and devel opment awards are considered a cluster.
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auditors audited only the high-dollar awards that when the expenditures are summarized,
comprise about 25 percent of the total Federal expenditures. This approach alowed the
auditors to meet the percentage of coverage rule® According to the auditors, this audit
gpproach is based on an agreement with the cognizant agency for audit. However, the audit
working papers do not document the agreement, audit procedures, conclusions, or judgments to
support the R& D awards audited.

Classification of Low-Risk. Goodman & Company, L.L.P. did not adequately document its
determination to classify the Foundation as alow-risk auditee. OMB Circular A-1338  .530
dlows an auditee to be digible for reduced audit coverage (“low-risk audite’) if it meets dl the
gtated conditions for each of its preceding 2 fiscal years. The auditors are required to audit 25
percent of the Federal expenditures for low-risk auditees, compared to 50 percent for
organizations that do not meet the necessary conditionsto be classified as alow-risk auditee.
Thereis no supporting documentation in the working papers to show that the Foundation met
the conditions for being classified alow-risk auditee. Without adequate documentation, the 25-
percent population of Federa expenditures audited (percentage of coverage rule) isinadequate.

Major Program Materiality. Goodman & Company, L.L.P. did not determine and
document in the working papers the materidity leve for the R& D mgor program. Generdly
accepted government auditing standards, section 4.6, requires the auditor to consider materidity
when planning the audit procedures and evauating the results of those procedures. AICPA
SOP 98-3, sections 3.35 and 6.14, date that materiality for Federal programsisin relation to
each mgjor program audited and should be determined for each mgor program, not for al
magor programs combined. Without identification of the materidity level assgned by the
auditors to the magjor program, an independent reviewer cannot understand the auditors
determination about whether potentia noncompliance materialy affects the Federa program
audited. Also, the reviewer cannot understand the auditors significant conclusions and
judgments regarding compliance.

Internal Control Review and Testing. Goodman & Company, L.L.P. did not document and
perform the review and testing of the interna controls for mgor programs to meet the
requirements of the revised OMB Circular A-133. Generally accepted government auditing
standards, section 4.21, and OMB Circular A-133 8 .500(c)(1) and (2) require the auditors
to obtain a sufficient understanding of interna controls to plan the audit and to determine the
nature, timing, and extent of testing to support a least alow leve of control risk™ for major
programs. AICPA SOP 98-3,, sections 8.7, 8.9 and 8.10, state that the auditors must perform
procedures to understand the design of the five interna control components (control

environment; risk assessment; control activities; information and communication; and monitoring)

> The percentage of coverage ruleis described in OMB Circular A-133§__.520(f). In general, major
programs audited must represent at |east 50 percent of the total Federal expenditures. If the auditee meets
the criteriafor alow-risk auditee, only 25 percent of the total Federal expenditures need to be audited.
SAICPA SOP 98-3, section 6.7, defines control risk as“...the risk that material noncompliance that could
occur inamajor program will not be prevented or detected on atimely basis by the entity’ sinternal control.”
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related to the A-133 compliance requirements for each mgjor program and determine whether
those controls are in operation. OMB Circular A-133 Compliance Supplement, Part 6,
provides guidance to review the five components of internd controls for each type of
compliance requirement. The information in the Supplement isintended to assst non-Federd
entities and their auditors in complying with the interna control requirements by describing the
objectives of internd control and certain characteristics that when present and operating
effectively, may ensure compliance with the program requirements. If internal controls are
deemed ineffective, the auditors are not required to plan or perform theinterna controls testing
for the compliance requirement.”’

The auditors must assess contral risk for the assertions related to the A-133 compliance
requirements for each mgjor program and then perform the planned testing. The OMB Circular
A-133 Compliance Supplement does not provide suggested audit procedures because of the
diverse internd control systems among Federd award recipients. Therefore, the auditor must
determine the gppropriate interna control procedures.

Goodman & Company, L.L.P. ingppropriately used a standard internd control questionnaire
checkligt to obtain information and document the Foundation’s financia and business practices
in the working papers. The auditors used the responses to the questionnaire as their basis to
understand internal controls over Federal awards. The“Yes,” “No,” and “N/A” responsesto
the checklist do not document the auditors understanding of the 5 components of interna
control for the 14 compliance requirements that are applicable to the R& D mgor program. The
auditors “Test of Controls Form” references the same working paper to support the auditors
compliance testing as well asthetest of internad controls. However, based on a discussion with
the Audit Manager, acopy of Part 3 of the Compliance Supplement serves asthe
documentation for the attributes tested in that working paper section. Part 3 addresses
compliance testing, not interna control. Therefore, there is no documented support that the
auditors obtained an understanding of interna control for the R&D magjor program or that the
auditors tested internd controls for the 14 compliance requirements that are materid to the
R&D mgor program.

Without sufficient documentary evidence to support the review and test of interna controls, an
independent reviewer cannot understand the auditors basisto rely oninterna controls and
whether reportable conditions or materia noncompliance exist within the mgor program. In
addition, Federd agencies cannot rely on the audit report’ s assurance that internal controls are
in place and operating effectively for the mgor programs that are identified in the audit report.
Also, an independent reviewer does not know the auditors basis for the conclusions on internal
control and, therefore, the reviewer has no basisto rely on the Foundation’ sinterna controls.

" Refer to the 14 compliance requirements identified in Appendix A. All these requirements are applicable to
the R&D program.



Compliance Audit. The auditors did not perform sufficient work and adequately document the
working papers to support the opinion on compliance. OMB Circular A-133 Compliance
Supplement, Part 2 states that al 14 compliance requirements™® are applicable to the research
and development program. OMB Circular A-133 8§ .500(d)(1) and (4) and AICPA SOP
98-3, section 6.22, require the auditors to determine whether the Federal award recipient
complied with the laws, regulations, and contract and grant provisions that materidly affect the
magor program. Compliance testing includes transactions and other auditing procedures that
provide the auditors with sufficient evidence to support an opinion on compliance. Part 3 of the
Compliance Supplement provides the auditors guidance to review compliance for each of the
14 compliance requirements. Thisinformation is intended to assst the auditors to plan and
perform tests to determine whether the auditee complied with the Federa program
requirements. AICPA SOP 98-3, section 6.6, states that sufficient evidence to support
compliance reduces audit risk™ to an appropriately low level. Sections 6.39, 6.36, and 6.37
dtate that the purpose of the compliance testing is for the auditors to apply proceduresto
provide reasonable assurance of detecting materid noncompliance to determine whether the
auditee materidly complied with the compliance requirements.

The auditors did not plan, execute, and document areview and test of theinternal controls for
the R& D program to meet the OMB Circular A-133 requirements. Asaresult, thereisno
basisto rely on interna controls to plan and execute compliance tests. The audit working
papers do not document that the Foundation’sinterna controls exis, are in place, and are
operating effectively.

The auditors working papers are not documented to support that the Foundation qudifiesasa
low-risk auditee and to support the sampling criteria the auditors used to determine compliance
testing. When an auditee quaifies aslow risk, the total of Federal expenditures required to be
tested is reduced from 50 to 25 percent. Without documentation to support the low-risk
assessment and the sampling criteria, the auditors selected 11 high-dollar awards for testing that
represent 25 percent of the total Federal expenditures® Asthe basis for the opinion on
compliance, the auditors tested three transactions from each award and recaculated indirect
costs. Appendix D contains additional details on the audit coverage.

The audit working papers aso do not document the compliance attributes tested for each of the
14 compliance requirements. The auditorsincluded a copy of Part 3, “ Compliance
Requirements,” from the OMB Circular A-133 Compliance Supplement in their working
papers without documenting the purpose of the working paper. The auditors oraly explained
that Part 3 wasthe basis for the performed procedures and tested attributes to opine on

8Appendix A identifies the 14 compliance requirements.

9 AICPA SOP 98-3, section 6.7, defines audit risk astherisk that“. . . the auditor may unknowingly fail to
appropriately modify hisor her opinion on compliance.”

“The working papers do not document the total number of Federal awards in the population from which the
11 awards were selected for testing.



compliance. However, the auditors could not demonstrate that al the procedures and attributes
from the Supplement were applicable and tested.

Without the internal control assurance, support for the low-risk auditee classfication,
documentation of the sample plan, and identification of the attributes tested, the nature and
extent of the auditors testing for compliance are inadequate to support an opinion. Federa
agenciesrely on the reported opinion on compliance for each mgor program as appropriate,
based on an audit that is conducted in accordance with the requirements of OMB Circular A-
133. Without sufficient working paper documentation, there is no evidence that the audit work
was performed in accordance with the requirements of OMB Circular A-133, itsrelated
Compliance Supplement, generaly accepted government auditing sandards, and the AICPA
auditing standards. Also, Federd agencies and others cannot rely on the audit report to
administer Federa awards when the opinion on compliance is not supported by the work
performed.

Federal Award Management Representations. AICPA Statement on Auditing Standards
No. 85, “Management Representations,” requires the independent auditor to obtain written
management representations as part of the financia statement audit. AICPA SOP 98-3, section
4.40, gates the auditors should consider obtaining additiond financia statement representations
from management that address the single audit. Section 6.68 states that the auditors should aso
consder obtaining written representations about Federd awards. For example, management
should attest to the completeness of Federal award programs, compliance with requirements,
and identification of known questioned costs. Section 6.69 lists the Federd award
representations the auditors should consider obtaining from management.

Goodman & Company, L.L.P. did not obtain management representations related to Federal
awards. Written management representations are part of the evidentia matter obtained by the
independent auditors to complement other auditing procedures. These representations usualy
confirm explicit or implicit representations given to the auditors, indicate and document the
gppropriateness of such representations annualy, and reduce possible misunderstandings about
the matters represented. Generdly, the auditors apply auditing procedures that are specificaly
designed to obtain evidential matter about the matters represented. Without the written
management representations, there is no assurance that the audit and report are complete.

Goodman & Company, L.L.P. uses a sandard management representation letter for dl its non-
profit clients. Although the letter includes single audit representations related to the financid
satements, Goodman & Company, L.L.P. has not modified the letter to reflect the Federd
awards representations for clients subject to the OMB Circular A-133 auditing and reporting
requirements. For example, there is no representation that the Foundation disclosed known
noncompliances to the auditors. Although the audit report identifies no findings or questioned
costs, the representations would acknowledge whether the Foundation disclosed known
findings that were identified during the fiscal year. Without the representation thereis no
assurance that al known findings have been reported. Another example is disclosing the
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goplicable laws and regulations that are materia to the Federal awards. Based on the fact that
the auditors did not document the compliance procedures and attributes tested, there isno
assurance that the auditors tested the laws and regulations applicable to the R& D program.

Schedule of Expenditures of Federal Awards. OMB Circular A-1338  .505(a) and
AICPA SOP 98-3, section 5.1, require the auditors to opine on whether the Schedule of
Expenditures of Federd Awardsis presented fairly in dl materid respectsin relation to the
Foundation’ s financid statements asawhole. To accomplish this, AICPA SOP 98-3, sections
5.4 and 5.5, require the auditors to:

Determine that the Foundation was able to reconcile amounts presented in the Schedule
to amounts in the financid Satements.

Assess the gppropriateness and completeness of the Foundation’ s identification of
Federd programsincluded in the Schedule.

Congder whether a reportable condition existed if the Foundation was unable to identify
federaly funded expenditures separately.

Determine that the Foundation properly disclosed the basis of accounting and the
ggnificant accounting policies used in preparing the Schedule.

The audit working papers do not include documentation to show that the auditors reviewed the
Schedule of Expenditures of Federal Awards that was prepared by the Foundation. The
working papers aso do not document the auditors' review of the Foundation’s reconciliation of
the fina Schedule of Expenditures of Federa Awards to the financid statements. The auditors
used a preliminary Schedule to identify the awvards within the R&D program clugter that would
be audited. The difference between the preliminary and the find Schedule is $619,670.31, or
about 4.4 percent of total Federa expenditures. The working papers are not documented to
conclude whether the difference isimmateria to the overal expenditures or to any individua
award. Without adequate working paper documentation, an independent reviewer cannot rely
on the auditors opinion that the Schedule presented in the audit report isfar in dl materia
respects in relation to the financial statements taken asawhole. 1n addition, the reviewer cannot
determine whether the Schedule was prepared from the same books and records as the
financiad statements.

Recommendations, Management’s Response, and Evaluation of
Response

We recommend that Goodman & Company, L.L.P.:
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4. Reviseitsworking paper documentation and retention policy to state that all
working papers must beretained to comply with the requirements of generally
accepted gover nment auditing standar ds and with OMB Circular A-133 and
AlCPA working paper retention requirements.

5. Document in the working paper sits judgments, procedures, and conclusions
regarding:

major program identification,

low-risk auditee classfication,

major program materiality, and

review of the Schedule of Expenditures of Federal Awards.

6. Perform proceduresto obtain an under standing of the 5 internal control
elementsrelated to each of the applicable 14 compliance requirementsfor the
R& D major program at the Old Dominion Univer sity Resear ch Foundation as
required by OMB Circular A-133.

7. Document its under standing of internal controlsfor the R& D major program as
required by the generally accepted gover nment auditing sandards and the
AICPA Statement on Auditing Standards.

8. Perform internal control testing of the R& D major program asrequired by
OMB Circular A-133 and generally accepted gover nment auditing standar ds.

9. Document the procedures and results of theinternal control testing of the R& D
major program in accordance with generally accepted gover nment auditing
standards and the AICPA Statement on Auditing Standards.

10. Document the audit sampling criteriafor major programsin accordance with
generally accepted gover nment auditing standards.

11. Perform adequate compliance testing of the R& D major program that meets
the OMB Circular A-133 requirements.

12. Document the proceduresand attributes used to test compliance with the
Federal program requirementsfor each major program asrequired by the
generally accepted government auditing standards, AICPA Statement on
Auditing Standards, and OMB Circular A-133.

13. Document its conclusionsregar ding the compliance testing of the R& D major
program asrequired by generally accepted gover nment auditing standar ds.
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14. Revisethe standard non-profit management representation letter to include
representationsrelated to OMB Circular A-133 when the audit also includes
Federal awards.

15. Obtain management representationsrelated to Federal awards.

Management’s Response. Goodman & Company, L.L.P. concurred with dl the
recommendations, except recommendation 14, and planned corrective actions to resolve the
deficiencies. In relation to recommendation 14, Goodman & Company, L.L.P. does not have a
gtandard, firm-wide, non-profit management representation letter, and the auditors did not
follow company guidance to obtain OMB Circular A-133 management representations. The
complete text of the reponseisin Appendix F.

Evaluation of Management’s Response. The actions planned by Goodman & Company,
L.L.P. are responsive to the intent of the recommendations. We will review the Goodman &
Company, L.L.P. guidance for management representation |etters when we perform a follow-up
review of the revised audit. The recommendations are resolved but will remain open until the
agreed-to corrective actions are completed.

Continuing Education and Training

The Goodman and Company, L.L.P. auditors are not adequately trained in the revised
requirements of OMB Circular A-133. The auditors received most of their training related to
generd government auditing and not to the revised Circular and its requirements. Asaredult,
the Foundation audit was not planned, documented, and performed in accordance with the
requirements of OMB Circular A-133.

Training Requirements. Generdly accepted government auditing standards, sections 3.3 and
3.4, date that the audit organization is responsible for assgning audit staff who collectively
possess adequate proficiency to conduct the audit. The staff should aso have athorough
knowledge of government auditing and of the specific or unique environment in which the
audited entity operates, relative to the nature of the audit being conducted. Section 3.6 further
dates that of the 80 hours of continuing education and training required every 2 years, at least
24 hours must be in subjects directly related to the government environment and to government
auditing. Generdly accepted government auditing standards aso require additiond training
when the auditee operates in a unique or specific environment.

Due Care Requirements. Generaly accepted government auditing standards section 3.26
requires the auditors to exercise due professond care when conducting the audit and preparing
related reports. Sections 3.27 and 3.28 state that due care means observing generaly accepted
government auditing stlandards and using sound judgment to establish the scope, sdlect the
method, and choose tests and procedures for the audit. The same sound judgment should be
goplied in performing the tests and procedures and in evauating and reporting the audit results.
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Section 3.29 gates that the auditors should use sound professond judgment to determine the
standards applicable to the work to be conducted. The auditors should document the working
papers for the standards that do not gpply to the audit.

Auditor Education. Goodman & Company, L.L.P. auditors have not recelved adequate
training related to the revised OMB Circular A-133 auditing and reporting requirements to
adequately plan and supervise the audit. The Partner and Audit Manager received sufficient
training related to general government auditing, but only 2 hours of the 24-hour requirement for
government-related training are for the Circular and its requirements.

Conclusion. Because of the lack of training related to the OMB Circular A-133 auditing
environment, the auditors did not adequately plan and perform the audit and obtain sufficient
audit evidence. Overdl, Goodman & Company, L.L.P. did not exercise due professiond care
over the audit. Therefore, the FY 1998 and possibly the FY 1999 Foundation audits were not
performed in accordance with the auditing and reporting requirements of the June 24, 1997,
revison of OMB Circular A-133.

Insufficient planning, evidence, and training makes this audit deficient. We will congider referring
Goodman & Company, L.L.P. gaff assgned to this audit to the Virginia Board for
Accountancy and the American Ingtitute of Certified Public Accountants (AICPA). Appendix
E contains additiona details on the possible referrdl.

Recommendations, M anagement’s Response, Evaluation of
M anagement’s Response

We recommend that Goodman & Company, L.L.P.:

16. Provide additional training to the staff assigned to the OMB Circular A-133
audits specifically related to the Circular.

17. Provide additional generally accepted gover nment auditing standar ds and
OMB Circular A-133training to staff assigned to the Federal Gover nment
audits.

18. Reperform the audit of Old Dominion Univer sity Resear ch Foundation for its
fiscal year ended June 30, 1998, in accordance with OMB Circular A-133 and
at no additional cost to the Federal Government.

Management’s Response. Goodman & Company, L.L.P. concurred with the

recommendations and planned actions to correct the deficiencies. The complete text of the
responseisin Appendix F.

13



Evaluation of Management’s Response. The actions planned by Goodman & Company,
L.L.P. are respongve to the intent of the recommendations. The recommendations are resolved
but will remain open until the agreed-to corrective actions are completed.
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Finding B. Schedule of Expenditures of Federal Awards Notes

The audit report on Old Dominion University Research Foundation does not include the
associated notes for the Schedule of Federa Awards as required by OMB Circular A-133

§ .310(b)(4). The Circular requires Old Dominion University Research Foundetion to
prepare the Schedule and the associated notes. The notes describe the significant accounting
policies used in preparing the Schedule. For example, the notes may also be used to describe
the value of non-cash assstance Federd awards (for example, donated equipment) and loans
outstanding at the fiscal year end. However, because the Schedule was incorrectly prepared by
the Goodman & Company, L.L.P. auditors and did not include the related notes, Federa
agencies do not know which accounting policies the Foundation used to prepare the Schedule.
Disclogng thisinformation assigts the report user in determining the gppropriate procedures for
reconciling the report expenditures to the Federal records.

Recommendation, Management’s Response, and Evaluation of
Response

19. Werecommend that the Board of Trustees, Old Dominion University Research
Foundation, prepare the Schedule of Expenditures of Federal Awardsto include notes
to the Schedule asrequired by the OMB Circular A-133.

Management’s Response. The Board of Trustees concurred with the recommendation. The
Board will submit the notes to the Schedule of Expenditures of Federd Awards with the revised
Goodman & Company, L.L.P. audit. The completetext of the responseisin Appendix G.

Evaluation of Management’s Response. The action planned by the Board of Trusteesis

responsve to the recommendation. The recommendation is resolved but will remain open until
the agreed-to corrective actions are completed.
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Finding C. Fiscal Year 1999 Audit

The fisca year 1999 audit may include the same auditing and reporting deficiencies asthose
identified for fiscd year 1998. These deficiencies may exist because Goodman & Company,
L.L.P. performed both years audits. If the fiscal year 1999 audit is determined to be deficient,
Federad agencies and others cannot rely on the Foundation's audit report to administer Federd
awards and the costs associated with the audit are unallowable.

Audit Codsts

Goodman & Company, L.L.P. may not have performed and reported on the fisca year 1999
audit in accordance with the requirements of OMB Circular A-133. Fisca year 1999 isthe
second year that Goodman & Company, L.L.P. performed an audit of Old Dominion University
Research Foundation under the requirements of the revised Circular.

OMB Circular A-133 8 .230(b)(1) does not alow anon-Federa entity to charge the cost
of any audit under the Single Audit Act Amendments of 1996 that was not conducted in
accordance with the Circular. Goodman & Company, L.L.P. was paid to perform and report
on thefiscd year 1999 audit in accordance with the requirements of the Circular. If the fisca
year 1999 audit was conducted in the same manner as the 1998 audit, the audit does not meet
the requirements of OMB Circular A-133 and is unrdigble for administering Federd awards.
Therefore, any additiona coststo correct the audit in order to meet those requirements must be
accumul ated separately and must not be charged to Federd awards. OMB Circular A-133

§ .300(e) states that the auditee is responsible for ensuring that the audit is performed in

accordance with the requirements of the Circular.
Quality Control Review Results

As discussed previoudy, our review of the fisca year 1998 audit working papers determined
that the audit does not meet the requirements of OMB Circular A-133. The auditors did not
adequately retain and document working papers related to determining magjor programs,
classfication of low-risk auditee, mgor program materiaity, and the review of the Schedule of
Expenditures of Federal Awards.

We aso determined that the fiscal year 1998 internd controls review and compliance audit
were inadequate and that the opinion on compliance is not supported by the working papers.
Because the auditors a so performed the 1999 audit, we concluded that the 1999 audit may
have been conducted in the same manner as the 1998 audit and could include the same auditing
deficiencies.

Conclusion
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Federd agenciesrely on an audit report’s assurance that internad controls are effective for the
magor programs identified in the audit report. The agencies aso rely on the reported opinion on
compliance for each mgjor program as appropriate based on an audit that is conducted in
accordance with the proceduresin the OMB Circular A-133 Compliance Supplement. If the
Board of Trustees concludesthat the fisca year 1999 audit has the same auditing deficiencies as
the fiscal year 1998 audit, Federa agencies and others cannot rely on the audit report to
administer Federa awards. If the Board of Trustees determines that the fiscal year 1999 audit
is deficient, the audit must be reperformed a no additiona cost to the Federal government.

Recommendation, Management’s Response, and Evaluation of
Response

20. We recommend that the Board of Trustees, Old Dominion University
Research Foundation determine whether the fiscal year 1999 audit was performed
in accordance with OMB Circular A-133, and if needed, require Goodman &
Company, L.L.P. to reperform the audit, in accordance with OMB Circular A-133
and at no additional cost to the Federal Government.

Management’s Response. The Board of Trustees concurred with the recommendation and
planned actions to correct the deficiency. The complete text of the responseisin Appendix G.

Evaluation of Management’s Response. The action planned by the Board of Trusteesis

responsve to the recommendation. The recommendation is resolved but will remain open until
the agreed-to corrective actions are completed.
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Appendix A. Single Audit Requirements

The Inspector Generd Act of 1978, as amended (Public Law 95-452), requires an agency’s
Inspector Genera to “take gppropriate steps to assure that any work performed by non-
Federa auditors complies with the standards established by the Comptroller Generd.”

The Single Audit Act of 1984 (Public Law 98-502) was intended to improve the financia
management of state and local governments, while OMB Circular A-133 was intended to
improve financia management for nonprofit organizations. The Act and the Circular established
uniform requirements for audits of Federd financid assstance, promoted efficient and effective
use of audit resources, and hel ped to ensure that Federal departments and agencies rely on and
use the audit work to the maximum extent practicable.

The Single Audit Act Amendments of 1996 (Public Law 104-156) incorporate the previoudy
excluded nonprofit organizations. Including the nonprofit organizations srengthens the
ussfulness of the audits by establishing one uniform set of auditing and reporting requirements for
al Federal award recipients that are required to obtain asingle audit. Mgor changesto the Act
include: (1) increasing the audit threshold from $25,000 to $300,000 with respect to Federd
financia assstance programs before an audit is required; (2) sdlecting Federd programs for
audit based on arisk assessment rather than the amount of funds involved; and (3) improving
the contents and timdliness of single audits.

OMB issued the revised Circular A-133 on June 24, 1997, pursuant to the Single Audit Act
Amendments of 1996. In generd, the Circular requires that an auditee who expends $300,000
or more annually in Federa awards, obtain an audit and issue areport of its Federd award
expenditures in accordance with the generaly accepted government auditing standards
goplicable to financia audits. The audit must be performed by auditors who mest the
independent standards in generaly accepted government auditing standards and in accordance
with the auditing and reporting requirements of the Circular and its related Compliance
Supplement. The audit report submission contains the:

financid statements and related opinion,

Schedule of Expenditures of Federad Awards and related opinion,

report on the internd controls and compliance review of the financid statements,
report on interna controls reviewed and compliance opinion on mgor programs,
and

Schedule of Findings and Questioned Costs.
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Appendix A

The auditee must so submit a Data Collection Form to the Department of Commerce
Clearinghouse. The form summarizes the significant information in the audit report for
dissemination to the public through the Internet. Respongble officids from the audited entity
and the audit organization sgn the form certifying to the information presented.

The Compliance Supplement is based on the requirements of the Single Audit Act Amendments
of 1996 and the final June 24, 1997, revison of OMB Circular A-133, which provide for the
issuance of a compliance supplement to assst auditorsin performing the required audits. The
Nationd State Auditors Association study states:

The Compliance Supplement provides an invaluable tool to both Federal
agencies and auditors in setting forth the important provisions of
Federal assistance programs. This tool allows Federal agencies to
effectively communicate items which they believe are important to the
successful management of the program and legislativeintent . . . .

Compliance with the Supplement satisfies the requirements of OMB Circular A-133. The
Supplement identifies Federa programs by Federd agency. The Supplement identifies existing,
important, compliance requirements, which the Federal Government expects the auditors to
consider as part of an audit required by the 1996 Amendments. Using the Supplement
eliminates the need for the auditors to research the laws and regulations for each mgjor program
audit to determine the compliance requirements that are important to the Federd Government
and that could have adirect and materid effect on the mgor program. The Supplementisa
more efficient and cost-effective approach to performing thisresearch. 1t “... provides a source
of information for auditors to understand the Federal program's objectives, procedures, and
compliance requirements relevant to the audit as well as audit objectives and suggested audit
procedures for determining compliance with the requirements.”

For single audits, the Supplement replaces agency audit guides and other audit requirement
documents for individua Federd programs and specificdly states which of the following 14
compliance requirements are applicable to amagor program that may be audited:

Activities Allowed or Undlowed
Allowable Costs/Cogt Principles

Cash Management

Davis-Bacon Act

Higihility

Equipment and Redl Property Management
Matiching, Levd of Effort, Earmarking
Period of Avallability of Federd Funds

N A~ WDNE
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0.
10.
11.
12.
13.
14.

Procurement and Suspension and Debarment
Program Income

Red Property Acquisitior/Relocation Assstance
Reporting

Subrecipient Monitoring

Specid Tests and Provisons

The Compliance Supplement assgts the auditors in determining the audit scope for the
Circular’ sinterna control requirements. For each compliance requirement, the Supplement
describes the objectives of interna control and certain characterigtics that when present and
operating effectively, may ensure compliance with program requirements. The Supplement

gives exampl
environment,

es of the common characterigtics for the 5 components of internd controls (control
risk assessment, control activities, information and communication, and monitoring)

for the 14 compliance requirements.
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Appendix B. Objectives and Scope

Audit Report Review

The objective of an audit report review is to determine whether the report submitted by the
auditee meets the gpplicable reporting standards and the OMB Circular A-133 reporting
requirements. HHS is the cognizant audit agency for the Foundation. HHS granted the
Nationa Aeronautics and Space Adminigtration (NASA), a Federa funding agency to the
Foundeation, permission to perform areview of the Goodman & Company, L.L.P. audit report
of the Foundation’ sfiscal year ended June 30, 1998. We reviewed the report for compliance
with the requirements of the Single Audit Act, Sngle Audit Act Amendments of 1996, and
OMB Circular A-133. We focused our review on the report’ s quditative aspects of (1) due
professond care; (2) auditors qualifications and independence; (3) financia statements,
compliance, and internal control reporting; (4) Schedule of Expenditures of Federal Awards,
and (5) Schedule of Findings and Questioned Costs.

Quality Control Review

The objectives of aquality control review are to ensure that an audit was conducted in
accordance with generally accepted government auditing standards® and generaly accepted
auditing sandards and whether the audit meets the auditing and reporting requirements of OMB
Circular A-133. HHS isthe cognizant audit agency for the Foundation. HHS granted the
Nationa Aeronautics and Space Adminigtration (NASA), a Federa funding agency to the
Foundation, permission to perform aquality control review of the Goodman & Company,
L.L.P. audit of the Foundation’s fisca year ended June 30, 1998. We focused the review on
the audit’ s qualitative aspects of:

auditors qudifications,

independence,

due professiond care,

quality control,

planning and supervision,

Federa receivables and payables,

maor program determination,

interna controls and compliance testing for mgjor programs,
Schedule of Expenditures of Federal Awards,
Schedule of Findings and Questioned Cogts, and
Data Collection Form.

AThese standards are broad statements of the auditors’ responsibilities, promulgated by the Comptroller
General of the United States.

21



Appendix B

We organized our review by the genera and field work audit standards and the required
elements of asingle audit. We emphasized the areas of mgjor concern to the Federd
Government such as determining and auditing mgor program compliance and interna controls.
We conducted the review November 15 and 16, 1999, at the Norfolk, Virginia, office of
Goodman & Company, L.L.P. The NASA Office of Ingpector Generad has not previousy
performed a quaity control review at another Goodman & Company, L.L.P. location.

Peer Review Report

We reviewed the December 3, 1998, report on the most recent peer review of Goodman &
Company, L.L.P., performed by Eubank & Betts. Eubank & Betts determined that Goodman
& Company, L.L.P. met the objectives of the quaity control review standards established by
the American Ingtitute of Certified Public Accountants and that Goodman & Company, L.L.P.
complied with the standards during the fiscal year ended September 30, 1998.



Appendix C. Quality Control Review M ethodology

Report of Independent Auditors

The auditors are required to determine whether the financial statements are presented fairly in all
materid respectsin conformity with generaly accepted auditing principles and are free of
material misstatement. We reviewed the audit programs and the testing of evidence to
determine whether testing was sufficient based on an assessment of control risk to warrant the
conclusion reached. We aso reviewed the working papers to determine whether they
supported the conclusion.

The auditors are aso required to subject the Schedule of Expenditures of Federd Awardsto
the procedures gpplicable to the audit of the financial statements and to ensure that the amounts
arefarly sated in rdation to the basic financid statements. We reviewed the audit programs
and the testing of evidence to determine whether testing was sufficient based on an assessment
of control risk to warrant the conclusion reached. We aso reviewed the working papersto
determine whether they supported the conclusion.

Schedule of Expenditures of Federal Awards

Therecipient is responsible for creating the Schedule of Expenditures of Federa Awards and
the accompanying notes to the Schedule. The auditors are required to audit the information in
the Schedule and review the notesto ensureit isfairly presented in al materia respectsin
relation to the financia statements taken asawhole. We were unable to review the Schedule of
Expenditures of Federd Awards. See Finding A for detalls.

Report of Independent Auditorson Compliance and on Internal Control over Financial
Reporting Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

The auditors are required to determine whether the recipient has complied with laws and
regulations that may have a direct and materia effect in determining financia statement amounts.
The auditors are also required to obtain an understanding of internal controls thet is sufficient to
plan the audit and to assess control risk. We reviewed the audit programs for the appropriate
procedures, the working paper documentation, and the compliance and substantive testing
performed.
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Report of Independent Auditors on Compliance with Requirements Applicableto Each
Major Program and Internal Control Over Compliance in Accordance with OMB
Circular A-133

The auditors are required to determine whether the recipient has complied with laws,
regulations, and the provisions of contracts and grant agreements that may have adirect and
materid effect on each of its mgor Federa programs. The auditors are required to use the
procedures in the OMB Circular A-133 Compliance Supplement (April 1999) to determine the
compliance requirements for each mgjor program. We reviewed the audit program for the
appropriate procedures and compared the audit program steps to those in the Compliance
Supplement to determine whether the applicable steps had been performed. We reviewed the
working paper documentation and its support and the compliance tests performed. See Finding
A for additiond detalls regarding compliance.

The auditors must perform procedures to obtain an understanding of internd controls over
Federa programs that is sufficient to plan an audit to support a low-assessed leve of control
risk for mgor programs. The auditors must plan and perform internal controls testing over
magjor programs to support alow level of control risk for the assertions relevant to the
compliance requirements for each mgjor program. We were unable to review the audit
programs for the appropriate procedures, the working paper documentation, and the test of
controls performed. See Finding A for additiondl details regarding interna controls.

Schedule of Findings and Questioned Costs

The auditors are required to prepare a Schedule of Findings and Questioned Costs that
summarizes the audit results. This schedule includes information about and reated to the audit
that is not required to be identified in other parts of the audit report including: (1) mgor
programs audited, (2) details on findings and questioned costs (including reportable conditions
and materid weaknesses), (3) dollar threshold to identify major programs, and (4) whether the
recipient is consgdered to be low risk. We reviewed the audit programs for the appropriate
procedures and the working paper documentation supporting the information in the schedule.
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Appendix D. Major Program Expenditures Tested

CFDA! Federal Agency

47.041 Nationd Science Foundation
84.073 Department of Education
84.066 Department of Energy

N/A*  Nationa Aeronautics and Space Adminigtration
93.359 Department of Headlth and Human Services

47.068 Nationa Science Foundation

N/A  Nationa Aeronautics and Space Adminigiration

81.049 Depatment of Energy

N/A  Nationa Aeronautics and Space Adminigiration

N/A  Depatment of Defense — Navy
11.300 Department of Commerce
Direct Expenditures (33 transactions)
Indirect Expenditures
Subtotal
Expenditures Not Audited
Unexplained Difference®
Schedule of Expenditures of Federd Awards

!Catalog of Federal Domestic Assistance.

“Percent of total isthe total amount for the individual elements divided by the total Schedule of Expenditures of Federal Awards amount.
3Percent tested is the amount tested for the individual elements divided by the total expenditures for that element.

“Not applicable.

5Repr&ents the amount between the preliminary and final Schedule of Expenditures of Federal Awards. The auditors used the preliminary Schedule to determine

testing, but did not document a reconciliation of the difference between the preliminary and final Schedules.

Total Audited Per cent Per cent
Expenditures  Expenditures  of Total® Tested®
$268,476.02 $18,241.80 6.30% .13%
349,941.06 9,766.00 2.62% .07%
245,602.11 3,426.68 1.29% .02%
341,519.73 3,613.50 .84% .03%
258,505.09 16,550.83 5.97% 12%
200,306.78 49,322.07 19.26% .35%
313,318.36 8,445.57 2.61% .06%
255,871.80 36,110.76 10.21% .26%
208,448.83 15,814.31 6.08% 11%
200,280.98 221,926.52 92.12% 1.58%
461,617.16 7474166  16.02% _.53%
$3,103,887.92 $457,959.70 12.95% 3.26%
431,748.45 43174845 100.00%  3.08%
$3,535,636.37 $889,708.15 25.16% 6.34%
9,882,768.32
619,670.31
$14.038.075.00



Appendix E. Quality Control Review Referral

The Presdent’ s Council on Integrity and Efficiency (PCIE) Position Statement 4, “1G [Ingpector
General] Quality Control Referral Procedures,” describes the uniform Ingpector Generd policies and
procedures for making referrals and the uniform Inspector Genera referral package. According to the
PCIE:

A referable action is when the audit report or underlying audit work have significant inadequacies
which make the audit so pervasively deficient that users can not rely on it. The following are
significant inadequacies.

1. The auditor isunqualified, i.e., not properly licensed as a CPA [Certified Public Accountant] or
public accountant or not independent.

2. Working papers are sufficiently inadequate to preclude an assessment of the adequacy of the
auditor's work on the study of internal controls or the testing of compliance requirements; the
deficiency is pervasive rather than isolated.

3. A magor component of the report is missing, e.g., financial statement(s), opinion, report on
compliance, required supplemental schedule, etc.

4. Theauditor failsto correct substandard work on atimely basis.
5. Theauditor failsto review compliance with requirements.
6. The auditor failsto perform an appropriate evaluation of internal controls.

7. The auditor commits one or more other gross departures from GAGAS [generally accepted
government auditing standards] which undermines the creditability of the audit. Some examples
are:

- lack of due professional care;

- lack of sufficient evidential matter;

- unjustified use of audit guide(s) not considered generally accepted; and
- lack of ditevisits

Based on the results of our audit report review and quality control review, we determined that the
Goodman & Company, L.L.P. audit work meets the PCIE definition of areferable action under its
Position Statement 4. The underlying audit work has significant inadequacies that make the audit
unreligble. The working papers are sufficiently inadequate to preclude an assessment of the adequacy
of the auditors work on the study of interna controls and the testing of compliance requirements. In
addition, the auditors did not perform an gppropriate evaluation of interna controls. Overdl, the
auditors did not exercise due professona care. Therefore, we will refer the saff assigned to the Old
Dominion University Research Foundation audit to the Virginia Board for Accountancy and the AICPA.
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Appendix F. Goodman & Company, L.L.P. Comments

GOODMANK COMPANY, LLL.P

Cartified Public Accountants and Business Consultants

March 20, 2000

Mr. Russell A, Rau

Assistant Inspector General for Auditing
Mational Asronautics and Space Administration
MASA Headguarters

00 E Street, 8. W

Wiashington, D.C. 20546-0001

Cear Mr. Rau:

| have reviewed your Draft Quality Control Review Report with regard to our audit of
the Olg Dominion University Research Foundation for the fiscal year ended June 30, 1998,
I alzo asked some of our technical personnel familiar with government auditing standards
and the requirements of OMB Circular A-133 to review our workpapers for this engagement
and to focus on your auditor's comments regarding them. In that regard, | have heen tald
that your audilor in general is correct. In addition, notl all of our own intemal quality control
procedures were followad.

To correct iz situation | have set in motion the following:

1

On April 25, 2000 we have retained Mr. Willlam Broadus to conduct for us a
special training session on Government Auditing Standards and OMB Circular
A-133. Mr. Broadus is a well-known expert on governmental accounting, We
have in 1896, and again in 1998, had Mr. Broadus present full day training
sessions on Governmental Accounting Standards and OMB Clreulars A-128 and
A-133 lo members of the firm involved in governmental accounting.  This
zeszion will be mandatory for all members of the firm wilth current involvemeant in
governmental audits

immediately following this session, we will coordinate with personnel from the
Old Dominion University Ressarch Foundation to re-perform the fiscal 1998 and
1898 audits of the Old Daminion University Research Foundation to ensure they
are performed and documented in accordance with OMB Circular A-133. This
re-performance will be led by Richard Pontynen, Senior Partner and Chair of our
Governmental Commiltes and Carol White, Senior Manager, a former Manager
with the Office of the Auditor of Public Accounts, Commonwealth of Virginia.

After completing the audits, coordinate with you, or your designated
representative, 1o have those workpapers reviewed,

7301 Foresd Jorenue, Suba 350
Richmond, VWA 232053700
A4 232 7RG WAN, (IO 0.00M Faxd BIM 302 1461

Masnde Sl Intarnabio nd Azsoean M Members dresican insidole of Cariffed PabWe Accosantan(s
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Appendix F

Mr. Russell A& Rau

Mational Asronautics and Space Administration
March 20, 2000

Page 2

Let me assure you that this audit is not the standard of quality that we look for,
Federal and State audilors have reviewsd other governmental engagements without finding
ihe situation your auditor encountered. 1 believe this is an isolated incident, but intend for it
not 1o recccur. | believe the course of action cutlined above, coupled with reinforcing our
Internal Quality Review Procedures, is responsive to your findings, | have included as an
altachment our responses to the eighteen specific recommendations made by your auditor.
| beligve you will find them satisfactory also.

Very truly yours,

Se el

Steven D, Womack
Managing Pariner
Goodman & Company, LLP
Attachment

SDWijal
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Appendix F

G &7,

8849

10,

11,12 &13

14,

15.

16,17 & 18.

Oild Darminion University
Ressarch Foundation (ODURF)
Fiscal Years Ended June 30, 1998 and 1989

Agread, a documented understanding will be included as recommended.

Agreed, documentation will reflect the planning and performance of intemal
control testing.

Agreed, documentation will reflect the planning and performance of
compliance testing fo support our opinion,

We will re-emphasize the firms policy that all audit work papers must support
the conclusions reached and be such that another experienced auditor will
come to the same conclusions from those workpapers,

Agreed, to preven! a reoccurrence we will establish standard warkpapers (o
docummenlt these areas that will become a mandatory part of our workpapers,

Agreed, documentalion will reflect the planning and performance of aur
understanding of the internal conlrol elements as they relate tothe R & D
compliance reguirements for the major programs conducted by QDURF,

Agreed, testing of controls will be re-performed, and fully documented in
accordance with applicable standards,

Agreed, documentation en our selection criteria methods and results Tor
major program testing will be done.

Agreed, documentation will reflect the performance of compliance testing of
major programs in accordance with OMB Circular A-133 to include attributes,
proceduras used and conclusion reachead,

This statement is incorrect. We do not have a firm-wide standard non-profit
management representation letter. In this instance, the audit team failed to
follow previous guidance given regarding inclusions required to address
OME Circular A-133 issues in a managamsant representation letter,

Agreed,

Agreed, scheduled firm-wide as noted in our basic comespondence.




Appendix G. Old Dominion University Research Foundation
Comments

o —a

Oid Dommion University Research foundation
March 16, 2000

Mr. Russell A, FRau

Assistant Inspector General for Auditing
MNational Aeronautics and Space Administration
Oifice of Inspector General

Headguarters, Code W

300 E. Street, 5.W.

Wushiingion, DO 20840-0001

Re:  Draft Report on Quality Control Review of Goodman & Company, L.L.P,
Audit of Old Dominion University Research Foundation for Fiscal Year
Endesd June 30, 1998 (Assignment Mo, ADDOTS007

Dear Mr. Rau:

The Audit and Executive Committees of the Board of Trustees of Old Dominion
University Research Foundation have read the referenced draft report and are very
coneerned by your findings. In selecting Goodman & Company. L.L.P. to provide
audit services, we considered the capabilities and experience of cach respondent as
reflected in their submission to our request for proposal. Goodman & Company
assured us of their professional abilities to provide these services in specific
adherence to the requirements of A-133. Goodman & Company L.LP, is a large
regional accounting and auditing firm that has operated in good standing singe 1932,
They provided related references and have received clean review reports firom
various Federal agencies over the years. We found nothing that would have
indicated problems in providing the audit services as required during our selection
process.

Goodman and Company L.L.P, has made assurances 1o us that steps will be taken to
correct any deficiencies resulting from the completion of your review process, after
which, FY 1999 mudit workpapers will be reviewed for the same issues with
deficiencies corrected should any exist. We understand the importance of Federal
agencies and others being able to rely upon our fnancial statements and reports of
our Auditors and will continue to work to ensure that reliability. This action is
meant to address Recommendation for Carrective Action #20 in your draft report.

POk, B 3o = 800 Weal dath Strect * Norfollk I""P.““-' FAROE-DART
[huone 804/685-4293 « FAX B041683-5290
A Alfirmative Acteom ! ojuidl Olpgsoart sty Em plosser
i | F
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Appendix G

Wir Russell A, Ran
Fage Two
Warch 16, 2000

Recommendation for Corrective Action #19 requested that we prepare the Schedule
of Expenditures of Federal Awards to include notes to the Schedule as required by
OMB Circular A-133. FY 1999 financial report included these required notes. We
plan ta reissue the FY 1998 financial report with these notes once Goodman &
Company has completed its” corrective actions associated with these reports. We
propose to wail until that time to correct the FY 1998 reports in order to reflect any
other changes that may result from additional procedurcs performed by Goodman &
Company.

W wish to reiterate that we are very concerned about the content of vour report. We
plan o follow up with Goodman & Company until these matters are concluded.,
Please keep us updated on the process. 1 we can be of assistance or if you have any
questions, please contact me at {7577 683-4203 axi, 60H),

q‘i-i-n\ccrfly.

-

7 -

ald B, Jones

Intenm Execufrve Director

oo Ms. Mora Barnes, ODURF President
Mr. Page Johnson, Audit Committee Chair




Appendix H. Report Distribution

Audit Firms/Auditors

Mr. Donad H. Britt, Partner
Goodman & Company, L.L.P.
Post Office Box 3247
Norfolk, VA 23514

Audited Organization

Mr. Jerald B. Jones, Director of Finance

Old Dominion Universty Research Foundation
Post Office Box 6369

Norfolk, VA 23508-0369

Federal Offices of Inspector General

Department of Commerce

Department of Defense

Department of Education

Department of Energy

Department of Hedlth and Human Services
National Science Foundation

National Aeronautics and Space Administration (NASA) Officials-in-Charge

AO/Chief Information Officer

B/Chief Financid Officer

B/Comptroller

BF/Director, Financid Management Divison
G/Generd Counsdl

H/Associate Administrator for Procurement
JM/Director, Management Assessment Divison

NASA Centers
Director, Goddard Space Flight Center

Director, Langley Research Center
Director, George C. Marshal Space Hight Center
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NASA Assistant Inspector General for Auditing
Reader Survey

The NASA Office of Inspector General has a continuing interest in improving the
usefulness of our reports. We wish to make our reportsresponsiveto our customers
interests, consistent with our statutory responsibility. Could you help us by completing
our reader survey? For your convenience, the questionnaire can be completed
electronically through our homepage at
http://Mmww.hg.nasa.gov/office/oig/hg/auditshtml or can be mailed to the Assistant
Inspector General for Auditing; NASA Headquarters, Code W, Washington, DC
20546-0001.

Report Title: Goodman & Company, L.L.P. Audit of Old Dominion University Research Foundation for
Fiscal Y ear Ended June 30, 1998

Report Number: Report Date:

Circlethe appropriaterating for the following statements.

Strongl Strongl
y Agree | Neutra | Disagre |y N/A
Agree | e Disagre
e
1. Thereport wasclear, readable, and logically 5 4 3 2 1 N/A
organized.
2. Thereport was concise and to the point. 5 4 3 2 1 N/A
3.  Weeéffectively communicated the audit 5 4 3 2 1 N/A
objectives, scope, and methodology.
4. Thereport contained sufficient information to 5 4 3 2 1 N/A
support the finding(s) in abalanced and
objective manner.
Overall, how would you rate the report?
0 Excdlent O Far 0 VeyGood 0O Poor 0 Good

If you have any additional comments or wish to elaborate on any of the above responses, please write
them here. Use additional paper if necessary.

How did you use the report?




How could weimprove our report?

How would you identify yourself? (Select one)

O Congressional Staff 0 Media

O NASA Employee O Public Interest

O Private Citizen 0 Other:

O Government: Federal: State: Loca:

May we contact you about your comments?

Yes No

Name:

Telephone:

Thank you for your cooperation in completing this survey.



Major Contributorsto the Report

Patrick A. ller, Director, Audit Qudity
VeraJ. Garrant, A-133 Audit Manager
Tewana Hoskins, Program Assgtant

Nancy C. Cipolla, Report Process Manager



Mailing Addr esses

Mr. Dondd H. Britt, Partner
Goodmen & Company, L.L.P.
Post Office Box 3247
Norfolk, VA 23514

Office of Ingpector Generd
Department of Education
Non-Federd Audit Team

3535 Market Street, Room 16280
Philaodphia, PA 19104

Nationd Audit Mgrs-Non-Federd Audit Team
HHS OIG Nationd Externd Audit Resources
LucasPlace

323 West 8th Street, Room 514

Kansas City, MO 64105

Office of Ingpector Generd
Department of Energy

Sngle Audit Coordinator

1000 Independence Avenue, SW
|G-33, Room 5A-193
Waghington DC 20585

Mr. Jerad B. Jones, Director of Finance

Old Dominion Universty Research Foundetion
Pog Office Box 6369

Norfolk, VA 23508-0369

Office of Ingpector Generd

National Science Foundation
Assdant Ingoector Generd for Audit
4201 Wilson Boulevard, Suite 1135
Arlington, VA 22230

Office of Ingpector Generd

Department of Defense

Office of At IG for Audit Pdlicy & Oversght
400 Army Navy Drive, Suite 700

Arlington VA 22202-2884

Office of Ingpector Generd
Depatment of Commerce
Atlanta Regiond Office of Audits
Slite 2742

401 W. Peachtree Street, NW
Atlanta, GA 30308



